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The COVID-19 virus has devastated economies across the globe, including those in Latin
America. As the ninth largest economy in the world with a nominal gross domestic
product (GDP) of US$1.84 trillion,! Brazil is arguably South America’s most influential
country. Amid pandemic-induced uncertainty and a sharp decline in domestic demand,
Brazil's economy suffered. That said, the country fared relatively well in relation

to the wider region, due to generous fiscal stimulus. GDP is expected to decline 4.5% in
2020, but is projected to recover in 2021 and 2022, with GDP growth of 3.6% and
2.6%, respectively.?

Despite the economic disruption the global pandemic has caused, we've seen a surge
of local interest in equities over the past year, in addition to an increase in initial public
offerings (IPOs) since the beginning of 2020.

We observe three underlying domestic factors at play:

e Historically low interest rates have pushed savers into stocks. Wider access to innovative
products, along with increased competition among financial technology companies
are causing many local investors to migrate from traditional fixed income products
into equities.

e |ocal businesses are riding on a wave of new investors, prompting a surge in private
sector investment, gradually replacing the public sector as a growth engine.

e Brazil's growth drivers haven’t gone unnoticed. As the investor base grows for Brazil,
environmental, social and governance (ESG) considerations are also brought to
the forefront. While ESG recognition in Brazil remains in its early stages, it does signal
demand for better ESG integration into capital markets.

OVERLOOKED OPPORTUNITIES

As focus moves from Brazil's recovery to its economic fundamentals, we think the country
offers some interesting opportunities that many investors have overlooked. For decades,
interest rates in Brazil were in the double digits, but have dropped over the past few years
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and are currently at historical lows (the benchmark Special System for Settlement and
Custody [SELICI] rate is currently at 2%). As such, local investors searching for better
returns are increasingly turning to other forms of investments, such as equities.

In addition, as businesses become more cognizant of the impact that ESG issues can have
on balance sheets, returns and strategic options—and as more investors focus on these
issues—we believe that this trend could become an additional support for the Brazilian
market through 2021 and beyond.

LOW INTEREST RATES SPUR COMPETITION IN RACE TO THE BOTTOM

A low-yield environment has prompted local Brazilian investors to look into alternative
ways of generating returns beyond the traditional bond market.

Current market conditions have changed the behavior of the typical local investor;
those who were accustomed to high interest rates—which hovered around 14% between
2015-2016—often had little incentive to invest in stocks.

HISTORICALLY LOW INTEREST
RATES HAVE PUSHED SAVERS
INTO STOCKS

Exhibit 1: Total inflow into
equity offerings (R$bn)

As of January 2021
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In 2010, the Petrobras capitilization was responsible for R$120bn of the R$149bn inflows
Source: B3.

Despite the turmoil COVID-19 caused in the markets, this group of investors is now
venturing into equities in droves—the first time for some. In fact, individual retail accounts
grew by 94% to 3.2 million during 2020,3 reflecting a wider change in Brazil's investment
landscape. Equity raised by investors could also encourage a larger wave of IPQOs this
coming year. Following this trend is a consolidation theme we've observed in the health care
sector. A prominent chain of hospitals floated on the market to the tune of US$22 billion

in December 2020, in spite of a fall in elective medical care due to the global pandemic.
As demand for private health care rises, we think this successful IPO could accelerate a
wider trend of consolidation in a fragmented hospital market.

The demographic profile of the average Brazilian investor is also shifting, with younger,
less affluent investors participating in the equity market; the average investor is a
32-year-old male on a mid-range income. Male participation dominates the retail stock
market, making up 74%. Interestingly, female investors may just be a bit more risk-averse,
with a 26% participation in the stock market, compared to a 40% participation rate

in the Tesouro Direto, the government-based bond scheme.*

Technological advances in fintech companies have removed barriers for everyday investors,
broadening access to stocks through digital platforms and mobile applications. In Brazil's
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A POTENTIAL WAVE OF

IPOS COULD ACCELERATE A
CONSOLIDATION THEME
WE'VE SEEN IN THE HEALTH
CARE SECTOR

Exhibit 2: Initial public
offerings and follow ons over
the past decade in Brazil

As of January 2021
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Sources: B3, JP Morgan. There is no assurance that any estimate, forecast or projection will be realized.

competitive brokerage scene, some companies have offered heavily discounted fees—
or even pledged to remove them entirely—which has kept Brazil’s traditional banks on
their toes.

For example, one of Brazil's largest brokerage firms has recently eliminated brokerage
fees for its online platform. To be competitive, some investment banks launched

new digital platforms of their own. Some traditional banks are also carving out space for
digital offerings.

Brazil has a young crop of potential financial customers ripe for the picking. We'd expect
this trend to continue as digital investment platforms compete to attract new customers
and create loyalty.

PRIVATE SECTOR INVESTMENT SPEEDS UP

Social-distancing and lockdown measures in the wake of the pandemic have constrained
spending in general within the Brazilian economy. Like the rest of the world, however,
e-commerce has picked up some of the slack. Notably, Brazil has the fastest-growing
number of free-delivery Amazon Prime subscriptions, leading to the creation of several new
logistics centers in the country.

Other retail leaders in this space are also snapping up logistic businesses in a bid to expand
their own capabilities and leverage these e-commerce opportunities. With a population

of 211 million,® Brazil has one of the largest consumer groups in the world, and we'd expect
this group to become a driving force for continued online-based transactions, even after

the pandemic passes. At the same time, technological advancements have made it easier
for traditional brick-and-mortar businesses to shift their services online.

We are also excited at the prospect of a wave of opportunities to come from the privatiza-
tion of state-run companies in Brazil. The Brazilian government is trying to accelerate

an ambitious pipeline of privatizations and partnerships with private companies, but it
remains a challenge.

In an attempt to encourage investment and shrink the public sector, the postal service is
set to be the first in a string of major privatizations next year, to the tune of 15 billion
reais (US$2.7 billion). President Jair Bolsonaro had previously blocked attempts to sell
state-owned banks Caixa Economica Federal and Banco do Brasil SA.
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THE E-COMMERCE SPACE IN
BRAZIL CONTINUES TO
EXPAND, MUCH LIKE THE
REST OF THE WORLD

Exhibit 3: Brazilian
e-commerce market gross
merchandise volume (GMV)
(R$bn) and share of total
retail sales

As of December 2020

Volume (R$bn)
500

17.4%

450

400

350

300

250

200

150

100

50

2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 2025E
E=estimate M BZ ecomerce market GMV (R$bn) —— As % of total retail sales

Source: BTG Pactual. There is no assurance that any estimate, forecast or projection will be realized.

Brazil's steady privatization program could also make way for environmentally friendly
agendas as it seeks to distance itself from issues that have plagued the country in the past,
such as deforestation rates, forest fires and river pollution.

CORONAVIRUS PANDEMIC PUSHES ESG ISSUES TO THE FOREFRONT

Brazil's growth drivers haven’t gone unnoticed by foreign investors. Despite the global
pandemic, there are encouraging signs that a lively IPO market in the year ahead could
attract an increasing number of foreign investors. As the investor base grows for Brazil,
ESG considerations are also brought to the forefront.

Brazil has long been vocal on ESG issues, implementing measures through the country’s
B3 stock exchange to show its longstanding commitment to ESG conventions. In 2005,

it launched the fourth sustainability index in the world—the Corporate Sustainability Index
(ISE B3)—which came earlier than many of its developed market counterparts. And,

in 2010, the Carbon Efficient Index (ICO2 B3) was developed as an instrument to induce
the debate of climate change issues in Brazil. While ESG recognition among local
investors in Brazil remains in its early stages, it does signal a broader move for ESG
integration into capital markets, which we find encouraging.

Many investors across the globe are integrating the information available on current ESG
practices into their decisions. Brazil's agricultural sector is a major contributor to the
economy—it is one of the world’s largest beef exporters. Yet, some investors have high-
lighted the deforestation tied to beef production as a major ESG consideration.

There have been some positive strides, though. In a bid to tackle large-scale farming, the
Low-Carbon Agriculture (ABC) plan offers low-interest loans to Brazil’s agribusiness
companies who want to practice sustainable agriculture. For example, an agricultural
producer reduced running costs for weed detection through infrared cameras in its
machinery and prevented the mass use of chemical-based herbicides. Another example is
of a Brazilian cattle rancher that shifted to a modern sustainable farming method known
as the Integrated System. As a result, farmers can use the soil all year round, find another
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use for overgrazed land and expand their herds without deforestation. This approach

offers greater diversification for farmers, in addition to year-round employment opportunities
for the local community. While significant changes are underway in Brazil’s agricultural
sector, recovering pastures and reducing chemical use is the first in a long line of the
country’s climate goals.

The approval of a regulatory framework for Brazil's water and sewage sector is also likely to
be a major transformation, and one that could draw in ESG-minded investors. A sanitation
bill proposed in 2020 offers to expand water distribution services to 99% of Brazil, up from
the current 83%. The approach this bill takes is similar to the way the telecoms industry
was previously privatized.

CONCLUSION

The evidence we've seen suggests Brazil could be gearing up for a year of recovery,

with the help of domestic drivers. An influx of new, local investors is likely to drive demand
for equities as interest rates remain low in the near to intermediate term. At the same
time, increased interest in Brazil's market among foreign investors could spell increased
competition among private companies and lead more companies to tackle ESG issues.

Endnotes

Source: World Bank, 2019.

Source: International Monetary Fund, World Economic Outlook, January 2021. There is no assurance that any estimate, forecast or projection will be realized.
Source: B3.

Ibid.

Source: World Bank, 2019.
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WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. Stock prices fluctuate, sometimes rapidly and
dramatically, due to factors affecting individual companies, particular industries or sectors, or general market condi-
tions. Special risks are associated with foreign investing, including currency fluctuations, economic instability

and political developments; investments in emerging markets involve heightened risks related to the same factors.
To the extent a strategy focuses on particular countries, regions, industries, sectors or types of investment from

time to time, it may be subject to greater risks of adverse developments in such areas of focus than a strategy that
invests in a wider variety of countries, regions, industries, sectors or investments. The technology industry can be
significantly affected by obsolescence of existing technology, short product cycles, falling prices and profits, competi-
tion from new market entrants as well as general economic conditions. Smaller and newer companies can be
particularly sensitive to changing economic conditions. Their growth prospects are less certain than those of larger,
more established companies, and they can be volatile.

The companies and case studies shown herein are used solely for illustrative purposes; any investment may or may not
be currently held by any portfolio advised by Franklin Templeton. The opinions are intended solely to provide insight
into how securities are analyzed. The information provided is not a recommendation or individual investment advice for
any particular security, strategy, or investment product and is not an indication of the trading intent of any Franklin
Templeton managed portfolio. Factual statements are taken from sources considered reliable, but have not been
independently verified for completeness or accuracy. These opinions may not be relied upon as investment advice or as
an offer for any particular security. Past performance does not guarantee future results.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice
or a recommendation or solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not
constitute legal or tax advice.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at
publication date and may change without notice. The information provided in this material is not intended as a
complete analysis of every material fact regarding any country, region or market. All investments involve risks, including
possible loss of principal.

Data from third party sources may have been used in the preparation of this material and Franklin Templeton (“FT")
has not independently verified, validated or audited such data. FT accepts no liability whatsoever for any loss arising
from use of this information and reliance upon the comments opinions and analyses in the material is at the sole
discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other
FT affiliates and/or their distributors as local laws and regulation permits. Please consult your own financial
professional or Franklin Templeton institutional contact for further information on availability of products and services
in your jurisdiction.

Issued in the U.S. by Franklin Templeton Distributors, Inc., One Franklin Parkway, San Mateo, California 94403-1906,
(800) DIAL BEN/342-5236, franklintempleton.com—~Franklin Templeton Distributors, Inc. is the principal distributor
of Franklin Templeton U.S. registered products, which are not FDIC insured; may lose value; and are not bank
guaranteed and are available only in jurisdictions where an offer or solicitation of such products is permitted under
applicable laws and regulation.

Australia: Issued by Franklin Templeton Investments Australia Limited (ABN 87 006 972 247) (Australian Financial Services License Holder No. 225328), Level 19, 101 Collins Street,
Melbourne, Victoria, 3000 / Austria/Germany: Issued by Franklin Templeton Investment Services GmbH, Frankfurt, Mainzer Landstr. 16, 60325 Frankfurt/Main, Tel 08 00/0 73 80 01
(Germany), 08 00/29 59 11 (Austria), Fax +49(0)69/2 72 23-120, info@franklintempleton.de, info@franklintempleton.at / Canada: Issued by Franklin Templeton Investments Corp., 200
King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax (416) 364-1163, (800) 387-0830, www.franklintempleton.ca / Netherlands: Franklin Templeton International Services S.ar.l.,
Dutch Branch, World Trade Center Amsterdam, H-Toren, 5e verdieping, Zuidplein 36, 1077 XV Amsterdam, Netherlands. Tel +31 (0) 20 575 2890 / United Arah Emirates: Issued by Franklin
Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai
International Financial Centre, P.0. Box 506613, Dubai, U.A.E., Tel +9714-4284100, Fax +9714-4284140 / France: Issued by Franklin Templeton International Services S.a r.l., French
branch., 20 rue de la Paix, 75002 Paris France / Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 17/F, Chater House, 8 Connaught Road Central, Hong Kong /

Italy: Issued by Franklin Templeton International Services S.a.r...—Italian Branch, Corso Italia, 1I—Milan, 20122, Italy / Japan: Issued by Franklin Templeton Investments Japan Limited /
Korea: Issued by Franklin Templeton Investment Trust Management Co., Ltd., 3rd fl., CCMM Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea 150-968 / Luxemhourg/Benelux:
Issued by Franklin Templeton International Services S.a r..—Supervised by the Commission de Surveillance du Secteur Financier—8A, rue Albert Borschette, L-1246 Luxembourg,

Tel +352-46 66 67-1, Fax +352-46 66 76 / Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd /
Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw / Romania: Franklin Templeton International Services S.A R.L. Luxembourg, Bucharest
Branch, at 78-80 Buzesti Str, Premium Point, 8th Floor, Bucharest 1, 011017, Romania. Registered with Romania Financial Supervisory Authority under no. PIM07.1AFIASMDLUX0037/10
March 2016 and authorized and regulated in Luxembourg by Commission de Surveillance du Secture Financiere. Telephone: + 40 21 200 9600 / Singapore: Issued by Templeton Asset
Management Ltd. Registration No. (UEN) 199205211E. 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore / Spain: Issued by Franklin Templeton International Services
S.a rl.—Spanish Branch, Professional of the Financial Sector under the Supervision of CNMV, José Ortega y Gasset 29, Madrid, Spain. Tel +34 91 426 3600, Fax +34 91 577 1857/
South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd which is an authorised Financial Services Provider. Tel +27 (21) 831 7400, Fax +27 (21) 831 7422 / Switzerland:
Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich / UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon
Place, 78 Cannon Street, London ECAN 6HL, Tel +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority / Nordic regions: Issued by
Franklin Templeton International Services S.a r.I., Contact details: Franklin Templeton International Services S.a r.I., Swedish Branch, filial, Nybrokajen 5, SE-111 48, Stockholm, Sweden.
Tel +46 (0)8 545 012 30, nordicinfo@franklintempleton.com, authorised in the Luxembourg by the Commission de Surveillance du Secteur Financier to conduct certain financial
activities in Denmark, in Sweden, in Norway, in Iceland and in Finland. Franklin Templeton International Services S.a r.I., Swedish Branch, filial conducts activities under supervision of
Finansinspektionen in Sweden / 0ffshore Americas: In the U.S., this publication is made available only to financial intermediaries by Templeton/Franklin Investment Services, 100 Fountain
Parkway, St. Petersburg, Florida 33716. Tel (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax (727) 299-8736. Investments are not FDIC insured; may lose
value; and are not bank guaranteed. Distribution outside the U.S. may be made by Templeton Global Advisors Limited or other sub-distributors, intermediaries, dealers or professional
investors that have been engaged by Templeton Global Advisors Limited to distribute shares of Franklin Templeton funds in certain jurisdictions. This is not an offer to sell or a solicitation
of an offer to purchase securities in any jurisdiction where it would be illegal to do so.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
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